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E.O. 11652: N/A 
TAGS: EFIN, EG 

SUBJ: GOE RAISES INTEREST RATES 

REE: CAIRO 6738 

1. CAIRO PRESS JUNE 16 ANNOUNCED INCREASE BY CENTRAL BANK 
IN DISCOUNT RATE (RATE AT WHICH BANKS BORROW FROM CENTRAL 
BANK) FROM 7 TO 8 PER CENT. MOVE WILL PRESUMABLY TRIGGER 
SHIET OF DEPOSIT AND LENDING RATES AT EGYPTIAN BANKS UPWARD 
BY A CORRESPONDING ONE PER CENT. 

2. HIKE IN LOCAL INTEREST LEVELS IS MONETARY POLICY STEP 
CONSISTENTLY ADVOCATED BY IME. IN CONNECTION WITH RECENT 
CONCLUSION OF EXTENDED FUND FACILITY AGREEMENT WITH IMF, 

GOE APPARENTLY UNDERTOOK RAISE INTEREST RATES BY ONE PER 
CENT THIS SPRING AND FURTHER ONE PER CENT DURING FIRST 
YEAR OF AGREEMENT (REETEL). IN THEORY, RESULT SHOULD BE TO 
ENCOURAGE DOMESTIC SAVING AND SHIFT SOME RESOURCES AWAY 
FROM CONSUMPTION. INCREASED SAVINGS SHOULD MAKE ADDITIONAL 
FUNDS AVAILABLE EOR INVESTMENT (RESTRICTIONS ON EXPANSION 

OF DOMESTIC CREDIT, IMPOSED AS CONDITION OF 1977 IMF 
STAND-BY AGREEMENT AND ENEORCED IN PART THROUGH IMPOSITION 
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OF ADDITIONAL RESERVE REQUIREMENTS HAD MADE EGYPTIAN 
POUND LOANS DIEFICULT TO OBTAIN). HIGHER INTEREST RATE, 
HOWEVER, WILL MEAN NECESSITY TO INVEST IN PROJECTS WITH 
HIGHER RATE OE RETURN, THUS INCREASING EFFICIENCY OF USE 
OF CAPITAL. 

3. EGYPTIAN PROPENSITY TO SAVE, AND THEREFORE ACTUAL 
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EFFECT OF INTEREST RATE INCREASE, WILL DEPEND ON MIX 
OF FACTORS, INCLUDING CHANGES IN INCOME LEVELS (BOTH 
PUBLIC AND PRIVATE SECTOR WORKERS HAVE HAD RECENT WAGE 
INCREASES) AND TAXATION (NEW TAX BILL HAS JUST BEEN 
APPROVED BY PEOPLES ASSEMBLY). FURTHER MAJOR FACTOR, OF 
COURSE, IS CURRENT AND PERCEIVED FUTURE LEVEL OF INFLA- 
TION. WITH INFLATION IN RANGE OF 20 TO 25 PER CENT 
MAY DO LITTLE TO STIMULATE SAVING OR ENCOURAGE INVESTORS. 
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